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On April 8 in New York, Brazilian officials signed off on an agreement in principle with foreign
commercial creditor banks on paying interest arrears. Under the accord, Brazil will pay up to $2
billion in cash, or 25% of the interest accrued up to year-end 1990. The remaining 75% will be
converted into special 10-year bonds, with a three-year grace period. Officials said 45% of the $2
billion in interest will be cancelled when the accord is finalized after ratification by the Brazilian
Senate. The remaining 55% would be paid in equal monthly installments beginning next December.
The 10-year bonds, to be issued to the creditor banks, will be convertible in Brazilian state-owned
companies as they are privatized. Once the agreement with the private creditor banks is ratified by
the Senate, officials will begin negotiations for debt rescheduling with foreign governments and
multilateral lending institutions. At a press conference, acting economy minister Joao Maia said the
agreement was unprecedented in that for the first time in such negotiations, the debtor obtained
fixed interest rates and a ceiling on interest payments. He added that after reaching an agreement
on overdue interest payments, Brasilia will have to negotiate the restructuring of nearly $60 billion
of its long term debt. Jorge Fagali Neto, adjunct director of Economy Ministry's department of
international affairs, told reporters on April 9 that the agreement with the banks will free up talks
on Japanese financing in Brazil with Tokyo's Budget and Finance Ministry. He said the ministry had
insisted that before consideration of any further financing, Brasilia would have to make $860 million
in debt payments to Tokyo. Fagali Neto pointed out that $1.5 billion in private sector financing
had been delayed due to difficulties in arranging such agreement with the banks. The Brazilian
government plans to employ loans from Japanese private banks to finance an export fund, upgrade
and repairs to the Santos port, rural electrification, and two irrigation canals in the northeastern
region. In Nagoya, Japan, Inter-American Development Bank president Enrique Iglesias said the US
and other advanced industrialized nations lifted restrictions on the approval of a $350 million IDB
loan to Brazil. According to a study by Carlos Gerardo Langoni, former Central Bank president and
director of the Fundacao Getulio Vargas international studies center, Brazil's negative relationship
with foreign commercial banks resulted in the loss of $10 billion in foreign investment between 1983
and 1990. Foreign investment dropped from an average $1.5 billion per year in the 1970s to $500
million in the 1983-1990 period. On April 10, the 81-member Brazilian Senate commenced debate
on the preliminary agreement. Some senators complained that they must have copies of the accord
before serious discussion begins. As of Wednesday, the agreement had not yet been submitted
by the Economy Ministry to the Senate. Of most immediate concern, said Senate spokespersons,
were the $2 billion in cash payments, as well as terms for conversion of the remaining $6.2 billion
in 10-year bonds. According to the nation's constitution, the Senate must ratify executive decisions
on foreign debt matters. Foreign Minister Francisco Rezek said the agreement will be finalized by
the end of the month. On the same day, in separate statements, the Japanese government and the
IDB said they would resume evaluation of loan requests, which had been suspended. According to
Central Bank statistics, Brazil's total foreign debt as of year-end 1990 was $122.2 billion, and interest
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arrears, $8.3 billion. (Basic data from Notimex, Inter Press Service, AFP, Xinhua, 04/08/91; Jornal do
Brasil, EFE, 04/10/91)
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